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Looking for something to read? See our Reading List; these books, separated by category, are 

ones we find interesting and insightful. We will be adding to the list over time.  
 

[Posted: November 9, 2021—9:30 AM EST] Global equity markets are generally higher this 

morning.  In Europe, the EuroStoxx 50 is relatively unchanged from its prior close.  In Asia, the 

MSCI Asia Apex 50 closed up 0.6%. Chinese markets were higher, with the Shanghai 

Composite up 0.2% from its prior close and the Shenzhen Composite up 0.8%.  U.S. equity 

index futures are signaling a flat open.  With 451 companies having reported, the S&P 500 Q3 

2021 earnings stand at $53.80, higher than the $50.34 forecast for the quarter.  The forecast 

reflects a 27.5% increase from Q3 2020 earnings.  Thus far this quarter, 81.8% of the companies 

have reported earnings above forecast, while 14.2% have reported earnings below forecast.   
 

The Confluence macro team publishes a plethora of research reports and multimedia offerings on 

a weekly and quarterly basis, all available on our website. We highlight recent publications 

below, with new items of the day emphasized in bold: 

• Weekly Geopolitical Report (11/8/2021): “Meet Fumio Kishida” 

• Weekly Energy Update (11/4/2021): We discuss falling oil prices, the SPR, and the 

budget’s proposals for oil and gas, and alternative energy 

• Asset Allocation Q4 2021 Rebalance Presentation (11/4/2021): A video discussion of our 

asset allocation process, Q4 2021 portfolio changes, and the macro environment 

• Asset Allocation Weekly (11/5/2021) (with associated podcast): We discuss the financial 

market's influence on Fed policy 

• Confluence of Ideas podcast (7/7/2021): “The Geopolitics of Taiwan and the Issue of 

Globalization” 

 

In today’s Comment, we open with a range of U.S. news, including new details on a corporate 

tax hike in the Democrats’ proposed health, education, and climate bill.  The U.S. news also 

includes the latest opening on the Federal Reserve’s board that President Biden will get to fill, as 

well as the Fed’s most recent Financial Stability Report.  We next turn to several foreign news 

items.  We wrap up with the latest developments related to the coronavirus pandemic. 

 

U.S. Fiscal Policy:  Now that President Biden’s “hard” infrastructure program has passed 

Congress, there is increased scrutiny regarding the promised health, education, and climate bill.  

One tax provision that hasn’t gotten much attention to date is a proposal to tighten limits on the 

amount of interest expense that multinational companies can deduct from their U.S. taxes each 

year, based on where they record profits. 

• To boost tax collections, the idea would be to allow interest deductions in the U.S. only 

to the extent that a company is doing business and generating profits here. 

 

Daily Comment 
 

By Bill O’Grady, Thomas Wash, and 

Patrick Fearon-Hernandez, CFA 

http://www.confluenceinvestment.com/research-news/reading-list/
https://www.confluenceinvestment.com/research-news/
https://www.confluenceinvestment.com/wp-content/uploads/weekly_geopolitical_report_11_8_2021.pdf
https://www.confluenceinvestment.com/wp-content/uploads/wkly_energy_nov_04_2021.pdf
https://www.confluenceinvestment.com/research-news/quarterly-rebalance-presentation/
https://www.confluenceinvestment.com/wp-content/uploads/AAW_Nov_05_2021.pdf
https://www.confluenceinvestment.com/category/podcasts/asset-allocation-weekly-podcast/
https://www.confluenceinvestment.com/category/podcasts/confluence-of-ideas/
https://www.wsj.com/articles/companies-lobby-against-democrats-interest-deduction-limits-11636453801?mod=hp_lead_pos3
https://www.wsj.com/articles/companies-lobby-against-democrats-interest-deduction-limits-11636453801?mod=hp_lead_pos3
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• Illustrating the importance of the issue, some three dozen major companies sent a joint 

letter to lawmakers in late October asking that the provision be dropped. 

 

U.S. Monetary Policy:  The Fed said Vice Chairman for Supervision Quarles will resign around 

year’s end, opening yet another seat on the seven-member Board of Governors for President 

Biden to fill.   

• Biden is close to announcing whether or not he will nominate Chair Powell for a second 

term.  Renominating Powell, a Republican, would likely be positive for the markets, but 

it would also likely spawn pushback from Democrats in Congress. 

• If Biden could name Democrats to the other open seats, it might reduce the political heat 

he would take from his own party, making it easier to renominate Powell. 

 

U.S. Financial System Risks:  In its semiannual Financial Stability Report, the Fed said a new 

resurgence of the coronavirus pandemic is one of the biggest risks to the U.S. financial system, 

especially if there was another wave of mass business closings and further supply chain 

disruptions that could drive down asset prices.  Among other risks, it also said stresses in the 

Chinese financial system have the potential to spill over into the U.S. 

• Nevertheless, the report said many parts of the financial system appear resilient. 

• Banks remain well capitalized, and key measures of vulnerability from business and 

household debt have largely returned to pre-pandemic levels. 

 

U.S. Housing Market:  According to securities advisor Green Street, built-to-rent single-family 

homes now make up the hottest sector of the U.S. housing market.  In the private market, the 

sector is now offering expected risk-adjusted returns of approximately 8% versus about 6% for 

all property sectors.  As a result, many traditional, publicly traded homebuilders have made 

building homes for rent a major part of their business. 

 

United States-China:  U.S. military planners are testing Israel’s “Iron Dome” anti-missile 

system as one way to defend Guam against a Chinese attack.  The system would likely be most 

appropriate against China’s slower-flying cruise missiles, but other systems still need to be 

developed to counter weapons such as hypersonic cruise missiles and longer-range ballistic 

missiles. 

 

China Debt Crisis:  Real estate developer Kaisa Group Holdings (1638 HK, HKD, 1.01), which 

last week admitted that it missed payments on wealth management products that it guaranteed, 

issued a statement late yesterday asking investors for “more time and patience” as it rushes to 

raise cash from asset sales to meet its obligations.  Kaisa isn’t nearly as big as the teetering 

Evergrande (EGRNY, USD, 7.33), but its troubles are significant because they suggest China’s 

developer debt turmoil is spreading to higher-rated businesses. 

• Meanwhile, Fitch cut Kaisa’s credit rating further to CCC- from CCC+, two weeks after 

cutting the rating two notches from B+. 

• Separately, the government’s Development Research Center met with a range of 

mainland property developers and financial institutions to address the crisis,  

 

https://www.wsj.com/articles/feds-quarles-will-resign-at-end-of-year-11636387217?mod=hp_lead_pos2
https://www.wsj.com/articles/feds-quarles-will-resign-at-end-of-year-11636387217?mod=hp_lead_pos2
https://www.wsj.com/articles/fed-says-u-s-public-health-among-biggest-near-term-risks-to-financial-system-11636405657?mod=hp_lead_pos7
https://www.wsj.com/articles/fed-says-u-s-public-health-among-biggest-near-term-risks-to-financial-system-11636405657?mod=hp_lead_pos7
https://www.ft.com/content/fcfe51bc-b7f9-4939-88f7-2f49892440f7
https://www.wsj.com/articles/building-and-renting-single-family-homes-is-top-performing-investment-11636453800?mod=markets_featst_pos2
https://www.wsj.com/articles/u-s-tests-israels-iron-dome-in-guam-as-defense-against-chinese-cruise-missiles-11636455224
https://www.wsj.com/articles/u-s-tests-israels-iron-dome-in-guam-as-defense-against-chinese-cruise-missiles-11636455224
https://www.ft.com/content/aef18ef3-7335-4720-b9f6-806cb0fd4c3a
https://www.ft.com/content/aef18ef3-7335-4720-b9f6-806cb0fd4c3a
https://www.wsj.com/articles/bad-news-chinese-property-debt-is-even-higher-than-thought-11636455034?mod=hp_featst_pos3
https://www.scmp.com/business/article/3155401/top-chinese-think-tank-meets-mainland-developers-banks-property-sectors?utm_medium=email&utm_source=cm&utm_campaign=enlz-today_international&utm_content=20211109&tpcc=enlz-today_international&UUID=4c6366e3-f0b7-4916-867f-108f3c76009e&next_article_id=3155408&article_id_list=3155365,3155399,3155412,3155389,3155387,3155322,3155420,3155411&tc=31&CMCampaignID=d92e5090fc66fea17733d3ba3c77e489
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Japan:  An advisory body Prime Minister Kishida set up to flesh out his “New Capitalism” 

program recommended fresh fiscal stimulus to help the economy get over the impact of the 

coronavirus pandemic and improved financial incentives for companies to hike wages.  The 

panel also recommended subsidies for the buildout of broadband internet in rural areas and 

support for companies building advanced semiconductor factories. 

• The economic package will total over ¥30 trillion (about $265 billion) in spending. 

• It is expected to be approved by the Cabinet in the next two weeks. 

 

Russia-European Union:  Data show Russian natural gas flows to Germany have increased 

modestly in recent days, prompting a slight pullback in prices.  However, the increase is still 

limited.  Europe’s massive gas crunch and high prices still show little sign of being resolved. 

 

Poland-Belarus:  Poland has deployed thousands of troops, border guards, and police to its 

border with Belarus to stop thousands of mostly Middle Eastern migrants trying to enter the 

country on their way into the EU.  Poland accuses the Belarusian government of instigating the 

crisis in retaliation for EU sanctions on the country over its political repression. 

 

COVID-19:  Official data show confirmed cases have risen to 250,511,488 worldwide, with 

5,059,656 deaths.  In the United States, confirmed cases rose to 46,614,298, with 755,724 deaths.  

Vaccine doses delivered in the U.S. now total 534,086,695, while the number of people who 

have received at least their first shot totals 223,944,369.  Finally, here is the interactive chart 

from the Financial Times that allows you to compare cases and deaths among countries, scaled 

by population.   

 

Virology 

• According to the latest CDC data, 67.5% of the U.S. population has now received at least 

one dose of a vaccine, and 58.4% of the population is fully vaccinated. 

• Infections are rising again in Europe, as colder temperatures and the fading of vaccine-

induced immunity drive renewed caseloads. 

o Germany and some smaller countries in Central and Eastern Europe are 

experiencing large increases. 

o Germany registered over 37,000 new cases on Friday, the country’s highest daily 

number on record. 

• Over the weekend, Russia reported a record daily total of 41,335 new cases, as well as 

1,180 deaths. 

• While China and Hong Kong maintain their strict “zero COVID” policies, other Asian 

states are starting to relax their restrictions.  They’re still generally more strict than 

Western countries, which are largely learning to live with the virus, so the Asian states 

are essentially adopting a “third way,” a slower route that is midway between harsh 

restrictions and something resembling pre-pandemic policies. 

 

Economic and Financial Market Impacts 

• One of the major impacts of the pandemic has been the huge wave of “COVID retirees” 

who left the labor market and helped touch off the current labor shortage.  Some of those 

https://www.japantimes.co.jp/news/2021/11/09/business/economy-business/government-panel-wage-hikes/
https://www.japantimes.co.jp/news/2021/11/09/business/economy-business/government-panel-wage-hikes/
https://www.wsj.com/articles/russia-keeps-europe-guessing-with-tight-gas-supplies-11636463284?mod=hp_listb_pos4
https://www.wsj.com/articles/russia-keeps-europe-guessing-with-tight-gas-supplies-11636463284?mod=hp_listb_pos4
https://www.ft.com/content/3010aa2d-b57c-4191-b82a-d8628766d5e1
https://www.ft.com/content/3010aa2d-b57c-4191-b82a-d8628766d5e1
https://www.nytimes.com/live/2021/11/09/world/us-travel-restrictions-ban-covid-19
https://coronavirus.jhu.edu/map.html
https://coronavirus.jhu.edu/map.html
https://covid.cdc.gov/covid-data-tracker/#vaccinations
https://covid.cdc.gov/covid-data-tracker/#vaccinations
https://ig.ft.com/coronavirus-chart/?areas=usa&areas=gbr&cumulative=0&logScale=1&perMillion=0&values=deaths
https://www.wsj.com/articles/germany-hits-record-covid-19-tally-as-pandemic-rebounds-across-europe-11636393589
https://www.rferl.org/a/russia-covid-record-infections/31548879.html
https://www.ft.com/content/f53662ce-0767-49c7-9545-d4b6b3de3765
https://www.ft.com/content/cefbe0b0-8102-4331-b409-1a6d336cb346
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retirees, particularly the more highly educated, quit working because the liquidity-fueled 

surge in the financial markets significantly boosted their retirement portfolios.  However, 

it now appears that the bigger share of retirees were relatively less educated seniors who 

presumably were more at risk if they caught the disease. 

• The post-pandemic inflation surge has driven real interest rates negative or more negative 

throughout the world, essentially supercharging low policy rates and helping drive risk 

assets higher. 

 

U.S. Economic Releases  

 

Supply chain issues and hiring challenges have weighed on small business sentiment in 

November, according to the National Federation of Independent Business.  The Small Business 

Optimism Index came in at 98.2 compared to expectations of 99.5.  The latest reading is a seven-

month low, as a record share of small business owners stated they have raised or plan to raise 

wages in order to attract more workers.  
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The chart above shows the level of the NFIB Small Business Optimism Index. 

 

Prices paid by producers remain elevated, according to the Bureau of Labor Statistics.  In 

October, producer prices rose 0.6% from the prior month, in line with expectations. Excluding 

food and energy, producer prices rose 0.4% from the prior month, slightly below expectations of 

0.5%.  Additionally, Core PPI, which excludes trade services, food, and energy, rose 0.4% from 

the previous month compared to expectations of 0.3%. 

 

https://www.ft.com/content/c99e31e5-cb71-4fb7-9759-8bec058ed2c6
https://www.ft.com/content/c99e31e5-cb71-4fb7-9759-8bec058ed2c6
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The chart above shows an annual rise in Headline and Core PPI.  Headline PPI rose 8.6% from 

the prior year, while Core PPI rose 6.8%.  The rise in producer prices highlights the cost 

pressures firms are facing due to the surge in energy prices.  A significant contributor to the rise 

in Core PPI was Final Demand Construction for Private Capital Investment.  The subgroup rose 

7.5% from the prior month and accounted for nearly 40 percent of the rise.  

 

 
 

The increase in costs for construction for private capital investment could be the result of firms 

adjusting to supply chain issues through capacity expansion.  
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The table below lists the economic releases and/or Fed events scheduled for the rest of the day. 

 

EDT Speaker or event

7:50 James Bullard Takes Part in Virtual Event President of the Federal Reserve Bank of St. Louis

9:00 Jerome Powell to Speak at Diversity Conference Chairman of Board of Governors of Federal Reserve

9:00 Mary Daly Speaks at NABE Conference President of the Federal Reserve Bank of San Francisco

11:35 Michelle Bowman Discusses the U.S. Housing Market

13:30 Neel Kashkari takes Part in Moderated Discussion

 No economic releases today

Fed Speakers or Events

President of the Federal Reserve Bank of Minneapolis

District or position

Member of the Board of Governors

 
 

Foreign Economic News 
 

We monitor numerous global economic indicators on a continuous basis.  The most significant 

international news that was released overnight is outlined below.  Not all releases are equally 

significant, thus we have created a star rating to convey to our readers the importance of the 

various indicators.  The rating column below is a three-star scale of importance, with one star 

being the least important and three stars being the most important.  We note that these ratings do 

change over time as economic circumstances change.  Additionally, for ease of reading, we have 

also color-coded the market impact section, which indicates the effect on the foreign market.  

Red indicates a concerning development, yellow indicates an emerging trend that we are 

following closely for possible complications, and green indicates neutral conditions.  We will 

add a paragraph below if any development merits further explanation. 

 
Indicator Current Prior Expected Rating Market Impact

ASIA-PACIFIC

Japan Labor Cash Earnings y/y Sep 0.2% 0.7% 0.6% ** Equity bearish, bond bullish

Bank Lending Incl Trusts y/y Oct 0.9% 0.6% ** Equity and bond neutral

BoP Current Account Balance m/m Sep ¥1033.7b ¥1665.6b ¥1052.3b ** Equity bearish, bond bullish

Trade Balance BoP Basis m/m Sep -¥229.9b -¥372.4b -¥358.7b ** Equity and bond neutral

Bankruptcies y/y Oct -15.9% -10.6% ** Equity and bond neutral

Australia NAB Business Conditions m/m Oct 11 5 ** Equity and bond neutral

NAB Business Confidence m/m Oct 21 13 ** Equity and bond neutral

ANZ Roy Morgan Consumer Confidence w/w 7-Nov 109.0 108.4 *** Equity and bond neutral

New Zealand ANZ Truckometer Heavy m/m Oct 1.0% 13.4% ** Equity bearish, bond bullish

Card Spending Retail m/m Oct 10.1% 0.9% ** Equity bullish, bond bearish

Card Spending Total m/m Oct 9.5% 1.6% ** Equity bullish, bond bearish

EUROPE

Eurozone ZEW Survey Expectations m/m Nov 25.9 21.0 ** Equity bullish, bond bearish

France Bank of France Ind. Sentiment m/m Oct 102 100 100 *** Equity bullish, bond bearish

Trade Balance m/m Sep -6777m -6669m -7100m ** Equity and bond neutral

Current Account Balance m/m Sep -2.7b -1.3b ** Equity and bond neutral

Germany Trade Balance m/m Sep 16.2b 10.7b 16.0b ** Equity and bond neutral

Current Account Balance m/m Sep 19.6b 11.8b 17.0b ** Equity bullish, bond bearish

ZEW Survey Expectations m/m Nov 31.7 22.3 20 ** Equity bullish, bond bearish

ZEW Survey Current Situation m/m Nov 12.5 21.6 18.3 ** Equity and bond neutral

AMERICAS

Mexico CPI m/m Oct 0.84% 0.62% 0.79% *** Equity and bond neutral

CPI Core m/m Oct 0.49% 0.46% 0.47% *** Equity and bond neutral  
 

Financial Markets 
 

The table below highlights some of the indicators that we follow on a daily basis.  Again, the 

color coding is similar to the foreign news description above.  We will add a paragraph below if 

a certain move merits further explanation. 
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Fixed Income Today Prior Change Trend

3-mo Libor yield (bps) 14 14 0 Down

3-mo T-bill yield (bps) 3 4 -1 Neutral

TED spread (bps) 11 10 1 Neutral

U.S. Libor/OIS spread (bps) 8 8 0 Down

10-yr T-note (%) 1.48 1.45 0.03 Down

Euribor/OIS spread (bps) -57 -57 0 Neutral

EUR/USD 3-mo swap (bps) 19 19 0 Down

Currencies Direction

dollar Down Neutral

euro Flat Up

yen Down Neutral

pound Up Neutral

franc Flat Neutral  
 

Commodity Markets 
 

The commodity section below shows some of the commodity prices and their change from the 

prior trading day, with commentary on the cause of the change highlighted in the last column. 
 

Price Prior Change Explanation

Brent $83.74 $83.43 0.37%

WTI $82.28 $81.93 0.43%  

Natural Gas $5.37 $5.43 -1.05%  

Crack Spread $18.03 $17.70 1.83%

12-mo strip crack $20.60 $20.47 0.67%

Ethanol rack $3.37 $3.36 0.35%

Gold $1,824.86 $1,824.18 0.04%

Silver $24.40 $24.46 -0.26%

Copper contract $443.05 $439.90 0.72%

Corn contract $554.50 $551.50 0.54%

Wheat contract $773.00 $768.00 0.65%

Soybeans contract $1,189.75 $1,188.50 0.11%

Baltic Dry Freight 2,718            2,715            3

Actual Expected Difference

Crude (mb) 1.6

Gasoline (mb) -0.9

Distillates (mb) -1.5

Refinery run rates (%) 0.70%

Shipping

Energy Markets

Metals

Grains

DOE inventory report

 
 

Weather 
 

The 6-10 day and 8–14-day forecasts currently call for warmer-than-normal temperatures 

throughout most of the Western half of the country, with cool-to-normal temperatures for the rest 

of the country.  The forecasts call for wet conditions in the Rocky Mountain region, with dry 

conditions in the Southwest, New England, Great Plains, and Mississippi Valley regions. There 

is no tropical cyclone activity expected to develop within the next 48 hours. We are now 

approaching the end of hurricane season, which concludes on November 30.  
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Data Section 
 

U.S. Equity Markets – (as of 11/8/2021 close) 
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(Source: Bloomberg) 
 

These S&P 500 and sector return charts are designed to provide the reader with an easy overview 

of the year-to-date and prior trading day total return.  Sectors are ranked by total return; green 

indicating positive and red indicating negative return, along with the overall S&P 500 in black. 

These charts represent the new sectors following the 2018 sector reconfiguration.  
 

Asset Class Performance – (as of 11/8/2021 close) 

 

-10.0% 0.0% 10.0% 20.0% 30.0% 40.0%
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Source: Bloomberg

 
 

Asset classes are defined as follows: Large Cap (S&P 500 Index), Mid Cap (S&P 400 Index), 

Small Cap (Russell 2000 Index), Foreign Developed (MSCI EAFE (USD and local currency) 

Index), Real Estate (FTSE NAREIT Index), Emerging Markets (MSCI Emerging Markets (USD 

and local currency) Index), Cash (iShares Short Treasury Bond ETF), U.S. Corporate Bond 

(iShares iBoxx $ Investment Grade Corporate Bond ETF), U.S. Government Bond (iShares 7-10 

Year Treasury Bond ETF), U.S. High Yield (iShares iBoxx $ High Yield Corporate Bond ETF), 

Commodities (Bloomberg total return Commodity Index), Value (S&P 500 Value), Growth 

(S&P 500 Growth). 

This chart shows the year-to-date 

returns for various asset classes, 

updated daily.  The asset classes are 

ranked by total return (including 

dividends), with green indicating 

positive and red indicating negative 

returns from the beginning of the 

year, as of prior close. 
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P/E Update 

 

November 4, 2021 

 

 

0

5

10

15

20

25

30

70 80 90 00 10 20 30 40 50 60 70 80 90 00 10 20

4Q TRAILING P/E AVERAGE

-1 STANDARD DEVIATION +1 STANDARD DEVIATION

LONG-TERM TRAILING P/E

P
/E

Sources:  Robert Shiller, Haver Analytics, I/B/E/S, CIM

P/E as of 11/03/2021 = 22.0x

 
 

Based on our methodology,1 the current P/E is 22.0x, down 0.1x from last week.  The decline in 

the multiple is due to strong earnings.   
 

 

This report was prepared by Confluence Investment Management LLC and reflects the current opinion of the 

authors. It is based upon sources and data believed to be accurate and reliable. Opinions and forward-looking 

statements expressed are subject to change. This is not a solicitation or an offer to buy or sell any security. 

 
1 This chart offers a running snapshot of the S&P 500 P/E in a long-term historical context. We are using a specific 
measurement process, similar to Value Line, which combines earnings estimates and actual data. We use an 
adjusted operating earnings number going back to 1870 (we adjust as-reported earnings to operating earnings 
through a regression process until 1988), and actual operating earnings after 1988. For the current quarter, we use 
the I/B/E/S estimates which are updated regularly throughout the quarter; currently, the four-quarter earnings 
sum includes two actual quarters (Q1 and Q2) and two estimates (Q3 and Q4). We take the S&P average for the 
quarter and divide by the rolling four-quarter sum of earnings to calculate the P/E. This methodology isn’t perfect 
(it will tend to inflate the P/E on a trailing basis and deflate it on a forward basis), but it will also smooth the data 
and avoid P/E volatility caused by unusual market activity (through the average price process). Why this process?  
Given the constraints of the long-term data series, this is the best way to create a long-term dataset for P/E ratios. 


